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The  following  report  is  based  on  research  conducted  during  July  and  August  1991. 
An  ad  hoc   committee  (see  Appendix  A  for  a  list  of  participants)  discussed  issues 
and  reviewed  this  report  at  the  request  of  Secretary  Nessen.     The  following 
findings  reflect  the  consensus  view  of  the  committee. 


THE  CITY  OF  CHELSEA  HAS  A  SIGNIFICANT  OPERATING  DEFICIT 

Under  current  conditions  and  constraints  --  which  include  extant  municipal  finance 
rules  and  regulations,  the  form  of  Chelsea's  city  government,   mandated  or 
otherwise  required  service  levels,  and  the  fact  of  a  recent  failure  of  a  Proposition 
2%  override  attempt  --  the  city  of  Chelsea  faces  an  annua/  operating  deficit  in 
excess  of  $10  million  for  the  foreseeable  future.  Exhibit  1  shows  a  shortage  of  $9.5 
million  (21%  of  total  expenditures)  between  operating  costs  and  revenues  for  fiscal 
year  1992  under  expected  conditions.  Without  a  significant  change  in  Chelsea's 
circumstances,  this  structural  deficit  will  increase  in  FY93. 

In  fact,  even  if  Chelsea  were  able  to  pass  a  significant  tax  increase,  develop  taxable 
property  virtually  overnight,  create  1000  new  jobs  in  the  current  economic 
downturn,  cut  its  police  and  fire  departments  by  25%,  and  drastically  reduce  other 
local  services,  a  budget  deficit  would  still  exist. 

Negative  effects  from  this  imbalance  will  be  felt  very  soon.   State  law  requires  an 
approved  balanced  budget  in  order  to  sign  annual  contracts.    For  example,   teachers 
for  the  coming  academic  year  will  be  hired,  if  at  all,  on  a  temporary  basis  only.   In 
addition,  Chelsea's  unbalanced  budget  will  jeopardize  the  delivery  of  other  essential 
municipal  services,  preclude  the  city's  collection  of  property  taxes  for  the  second 
half  of  the  fiscal  year,  and  effectively  deny  access  to  credit  markets. 
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CHELSEA  CANNOT  ACHIEVE  A  SIZEABLE  INCREASE  IN  ITS  REVENUE  FLOWS 
WITHOUT  AN  INCREASE  IN  PROPERTY  TAXES 

Chelsea  has  captured  most  revenues  sources  available  short  of  overriding 
Proposition  2%  .  Under  current  tax  rates,  Chelsea  does  not  possess  the  tax  base 
required  to  fund  its  deficit.  Furthermore,  since  1986,  maximum  fees  have  been 
charged  to  most  users  (another  $100,000  to  $200,000  in  revenue  may  be 
possible).  In  addition,  despite  recent  cuts  in  Commonwealth  local  aid  funding, 
Chelsea  still  receives  more  local  aid  per  capita  than  all  but  four  other  cities. 
Details  of  Chelsea's  major  revenue  sources  are  presented  in  the  following 
paragraphs. 

1)  Taxes  Rates.  As  Exhibit  2  shows,  Chelsea's  property  tax  levy  declined  by  6%  (a 
decline  of  44%  in  inflation-adjusted  dollars)  between  FY81-91  as  a  result  of  tax  rate 
limits  imposed  by  Proposition  2%.  Chelsea's  effective  tax  rate  now  stands  at  1.2% 
of  property  value,  which  is  slightly  above  the  Commonwealth  average  among  cities 
and  towns.  Thus,  48%  of  the  tax  levy  ceiling  allowed  under  Proposition  2/2  has 
been  tapped. 

For  Chelsea  to  increase  its  annual  tax  revenues,  it  must  gain  access  to  the 
remaining  52%  of  its  potential  tax  levy  (approximately  $14.7  million  per  year) 
through  an  override  of  Proposition  2 Vs.     However,  commercial  tax  rates  are 
relatively  high  already  (2.1  %),  placing  the  burden  of  new  increases  mostly  upon 
residential  taxpayers.   Most  of  the  city's  residential  taxpayers  are  absentee  owners; 
a  majority  of  the  voting  population,  therefore,   is  subject  to  threats  of  tax  pass- 
throughs  in  the  form  of  higher  rents.   Not  surprisingly,   a  $2  million  Proposition  214 
override  was  defeated  by  a  3:1  margin  in  April  1991. 

2)  Economic  Development.   Chelsea  could  conceivably  increase  its  tax  revenues  by 
adding  newly  developed  real  property  to  its  tax  rolls.  Currently,  1 8  major  parcels  are 
available  that,  if  fully  developed  under  favorable  market  conditions,  could  yield  a 
maximum  of  $4.4  million  annually  in  additional  tax  revenues.  However,  many  of 
these  parcels  proved  to  be  unattractive  to  developers  during  the  1980's  because 
they  were  severely  polluted  and/or  very  expensive  to  rehabilitate.  Under  current 
market  conditions,  they  are  even  more  unattractive,  and  the  city  cannot  reasonably 
expect  to  see  them  developed  anytime  soon. 

3)  User  Fees.  Chelsea  is  already  maximizing  its  local  receipts  by  charging  for  all 
eligible  services  at  the  legal  limit.  Since  FY81,  Chelsea's  fees  and  charges  have 
increased  by  more  than  350%,  almost  two  and  one-half  times  the  Commonwealth 
average  (143%).  Chelsea's  two  major  fee-supported  services,  water  and  sewer,  are 
today  fully  self-supporting. 
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4)  Local  Aid.  Chelsea  received  the  fifth  largest  per  capita  allocation  of  cherry  sheet 
local  aid  funds,  not  including  additional  emergency  aid.    As  Exhibit  3  shows, 
Chelsea's  allocation  of  $737  per  person  in  total  aid  is  almost  twice  the 
Commonwealth  average.    Like  every  other  community,  Chelsea  has  had  its  local  aid 
allocation  cut  in  each  of  the  past  three  fiscal  years.    Local  aid  currently  funds  more 
than  45%  of  Chelsea's  operating  budget  (nearly  twice  the  average  contribution  for 
all  Commonwealth  communities).     Chelsea  cannot  reasonably  depend  upon 
additional  emergency  aid  to  cover  future  imbalances. 


CHELSEA  CANNOT  SIGNIFICANTLY  REDUCE  ITS  OVERALL  COSTS 

While  compelling  arguments  can  and  have  been  made  for  reducing  Chelsea's  cost 
structure  through  streamlined  operations,  such  measures  would  only  serve  to 
facilitate  a  reallocation  of  Chelsea's  resources  across  city  departments.  The  city's 
aggregate  service  costs  will  remain  high  because  of  the  residents'  needs.  Moreover, 
the  city  already  spends  significantly  less  on  many  essential  services  (e.g., 
education,  financial  management  and  public  works)  than  in  other  comparable 
municipalities. 

Taking  account  of  such  factors  as  the  number  of  students  per  capita,  the  age  of 
housing  stock,    population  density,  and  the  portion  of  the  population  living  in 
poverty,  the  total  cost  per  capita  that  Chelsea  would  have  to  incur  to  provide 
"average"  levels  of  basic  services  was  estimated  to  be  $2,000  in  FY90.   Chelsea's 
actual  per  capita  expenditure  for  services  was  $1,483.    For  FY92,   per  capita 
expenditures  are  projected  to  be  only  $1 ,61 2.  Thus,   relative  neediness  is  likely  to 
exert  strong  upward  pressure  on  the  costs. 

Beyond  considerations  of  relative  need,  Chelsea's  costs  cannot  be  reduced  quickly 
because  of  existing  labor  contracts  and  other  legal  commitments.  For  example, 
under  its  contract  with  Boston  University,  the  city  must  maintain  level  funding  (in 
FY90  dollars)  for  education  for  ten  years  and  requires   BU  to  provide  competitive 
teacher  salaries.     In  addition,  a  recent  court  order  now  requires  Chelsea  to  staff  its 
Fire  Department  with  a  minimum  of  20  firefighters  per  shift  regardless  of 
fluctuations  in  calls  for  service  from  shift  to  shift.  Finally,  Chelsea's  fixed  pension 
and  benefits  costs  are  projected  to  be  more  than  22%  of  its  FY92  budget  (more 
than  $9  million).   Cutting  Chelsea's  costs  will  take  legal  expertise  and  significant 
political  will  power. 


FACTORS  BEYOND  CHELSEA'S  CONTROL  HELPED  CREATE  ITS  STRUCTURAL 
DEFICIT 

A  number  of  factors  beyond  the  control  of  Chelsea's  city  government  and  residents 
have  contributed  to  the  structural  deficit. 


1)  The  City's  total  land  resource  is  only  1.9  square  miles,  of  which  10  percent  is 
tax-exempt.  It  is  the  smallest  city  in  the  Commonwealth.   Thus,  by  default, 
Chelsea's  potential  for  raising  sufficient  revenues  through  property  taxation  to  pay 
for  required  services  always  has  been  severely  limited. 

2)  More  than  70%  of  Chelsea's  housing  stock  was  built  before  1940.     In  addition, 
many  structure  are  made  of  wood.   This  factor,  combined  with  code  and 
maintenance  issues  associated  with  absentee  owners,  increases  fire  hazards  and 
drives  up  protection  costs. 

3)  Chelsea  has  a  high  proportion  of  low-income  households.  The  city  has  the  third 
highest  percentage  of  households  with  an  annual  income  of  less  than  $10,000  in 
the  Commonwealth  and  the  highest  percentage  of  residents  living  below  the 
poverty  line.  Such  households  and  residents  generally  require  more  services  than 
average,  but  have  lower-than-average  ability  to  pay  for  exceptional  service  levels 
through  taxes  or  user  fees. 

4)  Chelsea's  school-age  population  requires  special  instruction.    Nearly  30%  of 
Chelsea  students  fall  under  Chapter  766  guidelines  for  special  needs,  three  times 
the  statewide  average.     Programs  for  these  students  have  mandated  high  costs, 
and  effectively  reduce  resources  available  for  other  students. 

5)  Some  of  the  land  available  for  development  in  Chelsea  is  polluted.  Because  of  the 
presence  of  toxic  waste  and  visual  intrusions,   many  parcels  in  Chelsea  that  would 
otherwise  be  attractive  to  developers  (and  could  potentially  augment  tax  base)  have 
not  been  considered  prime  development  properties. 

6)  The  Tobin  Bridge  has  been  a  physical  impediment  to  Chelsea's  development. 
Bisecting  the  city,  the  bridge  has  rendered  a  large  portion  of  Chelsea's  land  area 
unattractive  or  unsuitable  for  new  development.  The  bridge  has  not  significantly 
benefitted  Chelsea  financially;  the  city  receives  a  small  annual  in-lieu-of-tax 
payment  from  MassPort  ($300,000  range). 


POOR    MANAGEMENT  COMPOUNDED  CHELSEA'S  FISCAL  PROBLEMS 

Because  of  the  uncontrollable  factors  described  above,  it  can  be  convincingly 
argued  that  Chelsea's  current  deficit  and  accompanying  fiscal  problems  could  not 
have  been  prevented  by  even  the  most  talented  municipal  management  team. 
Nevertheless,  the  city  government  has  failed  to  check  the  fiscal  decline. 

1 )  Chelsea  has  failed  to  leverage  economic  development.     Over  the  years,  a 
combination  of  zoning  and  other  local  government  regulation  has  stalled  potential 
new  commercial  activities.    The  city's  small  size  has  made  large-scale 
redevelopment  planning  (like  Boston's  BRA  activities)  impossible. 


-4- 


2)  Chelsea's  executive  officers  and  department  heads  have  not  exercised  adequate 
fiscal  control.    Centralized  accounting  and  automated  reporting  of  expenditures  by 
department  heads  has  neither  been  done  consistently  nor  in  timely  enough  fashion 
to  facilitate  top  management  oversight  and  ensure  accountability. 

3)  The  city  has  not  budgeted  for  long-range  capital  needs.  Even  in  relatively  good 
economic  times,  essential  capital  improvements  were  not  undertaken.    For  example, 
the  high  school,  built  between  1900  and  1926,   has  not  had  any  significant  capital 
improvements  in  over  twenty  years. 

4)  Management  has  proven  to  be  ineffective  in  negotiating  labor  contracts.  Over  the 
years,  poorly  negotiated  labor  contracts  have  contributed  to  Chelsea's  high  costs 
for  fire  and  police  personnel. 

5)  Chelsea  has  not  moved  to  bypass  "Designated  Port"  restrictions  that  limit  new 
development.  Any  lifting  of  port  restrictions  or  granting  of  permission  to  develop 
waterfront  parcels  in  Chelsea  must  be  approved  by  the  Commonwealth's  Coastal 
Zone  Management  Authority.  The  Authority  will  not  grant  its  approval  in  the 
absence  of  a  formal  plan  to  reclaim  the  waterfront.  To  date,  Chelsea  has  done 
nothing  to  develop  and  issue  such  a  plan. 


OUTSIDE  EFFORTS  HAVE  NOT  PREVENTED  FURTHER  DECLINES 

Chelsea's  deteriorating  financial  situation  has  been  on  the  minds  of  Commonwealth 
officials  and  Legislators  since  1985.  Several  extraordinary  efforts  have  been 
mounted  in  the  intervening  years,  but  they  have  not  been  enough  to  counter  the 
combined  force  of  Chelsea's  negative  characteristics  and  a  major  economic 
recession. 

1)  Even  with  authority  to  approve  Chelsea's  budget,  a  Financial  Control  Board, 
established  in  1985,  still  did  not  arrest  the  City's  financial  decline.  In  particular, 
while  it  had  overall  authority,  the  Board  lacked  a  line-item  veto.     It  had  no  ability  to 
cut  departments  when  they  overspent  or  institute  other  financial  disciplines. 

2)  An  interest-free  loan  of  $5  million  provided  to  Chelsea  in  1985  merely  delayed 
the  fiscal  deterioration.  The  City  used  the  time  to  implement  a  quarterly  tax  billing 
system  and  increase  user  fees.  In  the  end,  however,  rapid  growth  in  expenditures 
and  cuts  in  local  aid  more  than  offset  any  gains  from  these  initiatives. 

3)  Boston  University  assumed  the  management  of  Chelsea's  schools.    However, 
continued  fiscal  decline  has  reduced  the  benefits  of  this  outside  expertise. 
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4)  Other  extraordinary  measures  have  bought  Chelsea  more  time  but  failed  to 
extricate  the  City  once  and  for  all  from  its  fiscal  predicament.  In  1990,  special 
legislation  was  passed  to  extend  the  repayment  period  on  Chelsea's  $5  million 
interest-free  loan  from  ten  to  twenty  years.  Chelsea  also  received  emergency 
assistance  from  the  Commonwealth  of  $1.4  million  and  $960,000  in  fiscal  years 
1990  and  1991,  respectively.  When  Chelsea  found  itself  unable  to  balance  its 
budget  for  fiscal  year  1991,  the  Legislature  passed  legislation  allowing  the  city  to 
mail  its  tax  bills  early  and  amortize  its  budget  deficit  over  a  five-year  period.  In 
1991,  the  city  received  advances  of  $1 1  million  on  its  FY91  local  aid  allocation  to 
make  up  a  short-term  cash  deficit. 


THE  CITY  OF  CHELSEA  IS  NOT  FINANCIALLY  VIABLE 

The  city  of  Chelsea  is  not  viable.   The  budget  deficit  is  structural  in  nature;  that  is, 
it  must  be  cured  by  substantial  changes  in  the  structure  of  government,  revenue 
sources  and  the  delivery  of  services.   The   present  local  government  appears  to  be 
unable  to  balance  the  FY92  budget,  and  seems  unable  to  mount  the  effort 
necessary  to  put  in  place  a  comprehensive  long-term  solution  to  the  city's 
problems.    Further,  it  is  unlikely  that  newly  elected  officials  could  adequately 
address  the  magnitude  of  issues  facing  the  city. 


A  RECEIVERSHIP  SHOULD  BE  LEGISLATIVELY  ESTABLISHED 

The  situation  requires  immediate  outside  intervention.     It  is  therefore  recommended 
that  legislation  be  filed  to  create  a  new  receivership  for  Chelsea. 

The  receivership  should  be  vested  with  broad  and  sweeping  powers  to  control  the 
immediate  crisis,  fundamentally  restructure  Chelsea's  administrative  and  financial 
affairs,  promote  long-term  economic  development  and  eventually  recommend  to  the 
General  Court  a  new  form  of  governance.   Existing  governmental  officials,  except 
the  mayor's  office  which  should  remain  vacant  during  the  receivership,  should  serve 
in  an  advisory  capacity  during  the  receivership.   The  receivership  should  be  in 
existence  for  a  sufficient  period  of  time  to  make  fundamental  change,  but  it  should 
not  be  allowed  to  continue  for  longer  than  a  five-year  period. 

The  receiver,  one  individual,  should  report  directly  to  the  Executive  Office  for 
Administration  &  Finance.     This  individual,  recruited  by  Executive  Office,  should  be 
fully  indemnified  by  the  state.   The  compensation  of  the  receiver  should  be  annually 
established  by  Executive  Office.    As  part  of  the  legislation,  a  guaranteed  package 
of  state  loans  or  aid  may   be  required  to  establish  short-term  fiscal  stability. 
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FY92  Structural  Deficit 


Revenues 

Property  Taxes 
Local  Receipts 
Available  Funds 
Local  Aid,  net 

Total  Revenues 


Expected* 

$14,212,000 

$6,215,778 

$364,154 

$16,000,000 


$36,791,932 


Expenditures 

Education 

Police/other  Public  Safety 

Fire 

Water/Sewer  (MWRA) 

Employee  Benefits 

Other  Government 

Amortization  of  Deficit 

Total  Expenditures 


$16,300,000 
$5,000,000 
$4,000,000 
$3,068,448 
$8,628,622 
$8,800,000 
$486,134 


$46,283,204 


Fiscal  1992Surplus/(Deficit) 


{$9,491,272} 
20.9%  of  Expenditures 


Assumptions  (Expected  Case) 

-  Level  funding  for  all  services  except  Education;  pay  increases  and  new  special 

ed.  programs  have  been  negotiated. 

-  2%  new  growth. 

-  State  aid  cut  of  $2,1 10,485. 
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Property  Tax  Levy:  FY81  -  FY91 
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Per  Capita  Local  Aid 
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Per  Capita  Local 
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$737.05 


$710.93 


Statewide  Average 


Q  Average  of  Seven  Top    DID  Chelsea  (including 
Recipients  Emergency  Aid) 
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